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FASB Changes and
Counterthrusts
By Constance T. Barcelona

“Do you think it can survive, or is it
programmed to self-destruct like the
Accounting Principles Board,” asked
Chris as we rolled southward on 1-75
toward a campus seminar about the
Financial Accounting Standards Board.
Concrete lanes ahead of us reflected the
brightness of a Saturday morning
already shimmering in the heat of a
midwestern summer. On a small curve
of green hillside lifting away from the
highway wispy trails of gentians spread
their dusty blue, anticipating autumn
although summer was just well begun.
Nothing is permanent, we agreed, but
urged our young friend to consider the
differences in survival tactics and
meanwhile to be courteous in honoring
the memory of the earlier Accounting
Principles Board whose contributions
to accounting standards far exceeded
the throw-aways. The APB was, indeed,
programmed for dissolution if by no
other reason than the inbreeding of in
terests at its base. Chris knows this as do
all good graduate students, along with
less pedantic members of the account
ing profession. The survival question
was reasonable, though, in recollection
of recent history and we began to con
sider some of the differences, congenital
and acquired, between the APB and the
Financial Accounting Standards Board.
New for 1978 and conspicuous in its
own sunshine is the policy of public
meetings for the Financial Accounting
Standards Board as well as the Finan
cial Accounting Standards Advisory
Council, the Screening Committee on
Emerging Problems, and task forces.
Visitors at sunshine meetings can see an
organization that gives audience to an
expanding range of business opinion
while, at the same time, limiting the in22/ The Woman CPA

fluence of any potentially dominating
group. Internal changes in the organiza
tion are less obvious. Eventual efficien
cies are anticipated from separation of
the chairmanship of the Financial Ac
counting Standards Advisory Council
and that of the Financial Accounting
Standards Board, and from extension of
the guidance by task forces beyond the
issuance of an original Discussion
Memorandum.
During the Board’s first five years
members engaged in both research and
deliberation — a process that proved
unwieldy. This year’s changes include
strengthening of the Research and
Technical Activities Division to provide
the Board with timely, pertinent data
and clear the way for effective delibera
tion and decision-making.
Our graduate student, Chris, and con
temporaries, can scarcely recall a time
when the FASB did not exist because
their entry into college came three
months after the 1972 midsummer ad
vent of the Financial Accounting Foun
dation, to represent the private sector in
establishing accounting standards. In
June of 1972 the Financial Accounting
Foundation (the “Foundation”) was in
corporated and subsequently created
the Financial Accounting Standards
Advisory Council (the “Council”) and
the Financial Accounting Standards
Board (the “Board” or “FASB”) so that
the latter started activities on the first
business day of 1973 while Chris and
friends were still partying at home on
the Christmas break from the freshman
year at the University.
All of the Class of 1976 know from
their reading that differences of opinion
and inconsistencies in accounting
standards became so disruptive that

even the Securities and Exchange
Commission grew restive. Simultane
ous alarm by the American Accounting
Association and the American Institute
of Certified Public Accountants
resulted in appointment by the latter of
the Study Group on Establishment of
Accounting Principles (the “Wheat
Committee”), upon whose recommen
dation the Financial Accounting
Foundation came into existence, and in
due course the Council and the Board.
Funding was provided by business
interests in the private sector. There
were, and are, strong financial ties to the
powerful accounting firms but one of
1977’s significant departures from the
earlier APB pattern was the dilution of
subsidy by Big-8 public accounting
firms.
Speaking for the Trustees of the
Foundation in the 1977 annual report,
Alva O. Way, President of the Founda
tion, wrote:

The present structure for establishing
standards for financial accounting and
reporting was conceived in the midst of
controversy, and all who have been
associated with it have known that
extraordinary diligence, wisdom, and
statesmanship would be required to
ensure its continuing success.
The FASB is half-way into its sixth
year and it has had occasion to worry
about that continuance of success.
Strength resides in its well publicized
broad, and broadening, base of judicial
opinion and in its increased sensitivity
to the economic climate, to government,
to business in general, and to everyone
included in what it regards as its con
stituency. In 1978 it has demonstrated
its intent to expand judicial perspective
and to eliminate even the appearance of
bias. The Board is trying to maintain a
very delicate balance between respon
siveness and submissiveness.
Marshall Armstrong, Chairman
Emeritus of the Financial Accounting
Standards Board, speaks of the Board
as being young, yet mature. He thinks of
it as resilient and dedicated to the im
provement of accounting standards but
without the zealotry of a crusader.
Popular opinion has it that the Board,
like the AICPA, was stung into defen
sive reaction by the activities of the Sub
committee on Reports, Accounting and
Management of the U.S. Senate Com
mittee on Government Operations,
chaired by the late Senator Lee Metcalf.
It is reassuring to know that the FASB
was already undergoing a constructive
review by the Structure Committee of

Standards Board meets “in the sunshine.”

the Foundation, as directed by the
Trustees. There can be little doubt that
publication of The Accounting Es
tablishment (the “Metcalf Report”) late
in 1976 sharpened the intensity of the
structural review, but the government
report postdated the inception of that
review.
The Review Prerogative
The Foundation appoints the
members of the Board and Council,
arranges fund raising, and exercises
general oversight. In exercising that
responsibility for oversight late in 1976
the Foundation charged its Structure
Committee to thoroughly analyze both
the external effectiveness of the Board
and the internal processes, and then sub
mit a report and recommendations.
Changes that have occurred since the
beginning of this year are directly
traceable to Structure Committee
recommendations. Additional changes
under consideration for early adoption
will have their roots in the findings also.
The review by the Structure Com
mittee followed two lines of inquiry
carried on simultaneously:

1. Approximately 100 users of FASB
statements, including leaders of
business the accounting profession,
academe, the financial community and
government were interviewed by the
Committee or its associates.
2. Internal operations and
organization of the FASB were sub
jected to review, including interviews
with members of the Standards Board
itself.1
Public Meetings
In April, 1977, the Structure Com
mittee published its report under the ti
tle: The Structure of Establishing
Financial Accounting Standards.
Seventeen major findings were
presented, including Finding 4 — A
Policy of Openness which recommend
ed that the Board discuss in public the
issues under deliberation. Subsequent
decisions by the Trustees of the Founda
tion, and the FASB went beyond the
recommendation and opened the doors
on meetings ofsupport groups as well as
the Board itself. The sunshine noted
earlier has been pervasive. The Board
mails, on subscription basis, a “Notice
of Meetings” by Friday of the week

preceding a week in which a regular
meeting of the Board, a task force, or the
Screening Committee on Emerging
Problems is scheduled.
Private interests may be expected to
press for influence now and then at
public meetings. To contain that
calculated risk the 1978 Rules of
Procedure make it clear that the decorum
of meetings will be maintained because
the rules state that nothing in the new
procedure shall authorize any person to
be heard at, or otherwise participate in,
any meeting of the Standards Board.
Unfavorable press comment is also a
possibility but it was the feeling of the
Structure Committee that open
meetings are in compliance with the
original intent of the Wheat Commis
sion, and that solicitation of differing
points of view, expressed in appropriate
channels, along with containment of the
concomitant pressures is part of the
Board’s job.
Role of the Advisory Council
The Financial Accounting Standards
Advisory Council appeared to the
Structure Committee as a great source
of talent that was not fully utilized, partJuly, 1978/23

Paul Kolton
Chairman, Financial Accounting
Standards Advisory Council

ly because polite respect between Board
and Council fostered a non-interference
policy and partly because the Council
was chaired by the Chairman of the
Standards Board and he simply did not
have enough time to guide both groups
effectively. As a first step to prevent the
impending atrophy of the Council, Paul
Kolton, formerly chairman of the
American Stock Exchange, became
chairman of the FASAC on January 1,
1978. Mr. Kolton has been actively serv
ing in stock exchange positions for
twenty-two years, has been the Ex
change’s chief executive officer in 1971
and, since 1972, its chairman. He will
serve the Council, on a part-time basis,
as its first independent chairman and
will maintain an office at FASB head
quarters at Stamford, Connecticut.
Good constructive thinking had been
invested by the Wheat Committee in its
concept that a large and well-diversified
Council would continually refresh and
broaden the perspective of the seven
member Standards Board. Such might
have been the fruitful result had not the
two groups been inhibited by the for
malities of written requests for com
ments, to be followed by written replies
and recommendations. In its review the
Structure Committee developed some
recommendations of its own, viz, that
the Council should “crystallize the
Board’s constituency and therefore be
composed of representatives of users of
the Boards statements and inter
pretations: the preparers, attestors,
educators, investors, and the public.2
Membership in the FASAC has com
pletely rotated since the Council was
formed in 1973 and the membership has
been expanded from 29 to 35 in order to
24/ The Woman CPA

The Structure Committee
recommended that the Board publish an
action document simultaneously with
the Discussion Memorandum, or even
in place of the neutral DM, that would
give the Board’s position on the pro
posed standard. The action document
should then be the basis of ensuing dis
cussion at public hearings, and,
presumably, could be counted on to
elicit some comments from the business
community.
The Standards Board has been en
couraged by the Structure Committee to
make maximum use of the valuable
resource embodied in a task force by ex
tending the life-span of the task force,
Michael O. Alexander
and charging it to act as an advocate of
Director of Research and
discussion by gathering the views of its
Technical Activities
own associates and speaking to outside
groups and writing in the technical and
business press about the issues under
consideration.
Further, the Committee
broaden representation.3
recommended
that a task force be
“The Advisory Council has been
encouraged to take a more active ad retained through the entire standard set
visory role in the standard-setting ting process, from the drafting of a dis
process,” reads the 1977 annual report cussion memorandum or action docu
of the Foundation, “and membership on ment all the way to final issuance of the
the Council has been broadened to in related statement.
clude increased representation of small
enterprises, small accounting firms and Role of the Research Director
The Foundation has endorsed the
public interest groups.”
Role of the Task Force
Structure Committee recommendations
Finding 6 of the Structure Committee in Finding 10 by elevation of the posi
is related Finding 3 about the due tion of Research Director to one of great
process of establishing accounting stan responsibility. In the first five years of
dards. As first conceived, a task force the Standards Board’s history a certain
helped to develop a specific discussion amount of experimentation was natural
memorandum and when the DM had and experience has shown it impractical
been completed the task force was dis to expect members of the Board to have
solved. The DM is a neutral prelude to time for both research and deliberation.
the final statement and invites comment The role of research in setting account
by prospective users — those groups or ing standards has supplied accounting
persons whom the Board regards as its literature with a continuous controver
constituency. Involvement of the public sy, depending on the discipline and
is solicited even after issuance of the Ex frame of reference of the author. Most
posure Draft that follows the neutral writers do agree that standard setting is
DM. The final statement that emerges as much a political performance as a
after the DM and Exposure Draft technical exercise.4 Nevertheless,
should, in theory, be a distillation of the research should be one of the most im
best of public opinion.
portant internal activities of the FASB if
But theories sometimes fall short in a piecemeal approach is to be avoided
practice. In the course of interviews with and valid decisions are to evolve.
Time’s drag and the weight of
approximately 100 representative users
of FASB output the Structure Com technical vernacular vitiated much of
mittee discovered that the very neutrali the good work of the Accounting Prin
ty of the discussion memoranda acted as ciples Board. Time remains as inex
a deterrent to a strong response. Even orable as ever because sound decisions
the most dispassionate executive will are seldom made in a hurry — yet the
react promptly when something is need for a decision usually cannot be
threatened but can be counted on to postponed. With time in mind the role of
postpone fervor when reading an the director and staff of Research and
equivocal discussion, especially if the Technical Activities has been expanded
subject is complex and the report is to anticipate problems and gather data
long.
for the Board so that it can make its

decisions with all the facts collected.
In mid-February Michael O. Alex
ander began service with Board as
Director of Research and Technical Ac
tivities on a permanent basis. Mr. Alex
ander has been a partner with Touche
Ross & Co., chartered accountants, and
P.S. Ross & Partners, management con
sultants, in Toronto, Canada. He
succeeds George F. Staubus who is con
tinuing a leave of absence from faculty
duties at the University of California,
Berkeley, to serve the Board as an
Academic Fellow studying accounting
measurement as related to the Board’s
conceptual framework project.
Mr. Alexander has served Touche
Ross as director of their Innovative
Research Group, and as coordinator of
scientific methods and auditing. He has
also served the Canadian Institute of
Chartered Accountants as chairman of
“Task Force 2000” which studied the
role of accountants in Canada and for
mulated plans for organization of the
profession, its research, education and
professional services.
The Structure Committee pointed out
that a good research director would at
tract highly qualified research per
sonnel. In 1977 the Board began
recruiting to double the size of its
Research and Technical staff and an
effective group functioning under Mr.
Alexander’s leadership is envisioned for
the future.
Freedom From Bias
The complaint by the Metcalf
Committee that the accounting
profession has been dominated by the
Big-8 accounting firms has not been
ignored by either the American Institute
of Certified Public Accountants or the
FASB organization.
“There is no need for the AICPA to be
involved in the election of FAF Trustees
nominated by other sponsoring
organizations,” read Finding 11 of the
Structure Committee. It further
recommended that the six sponsoring
organizations each appoint one member
to the Foundation, and that those six
appointees act as electors to elect the
eleven trustees from nominations sub
mitted by the sponsors. The Structure
Committee suggested that the signifi
cant interest shown by many bankers in
the activities of the FASB might make it
wise to invite the banking profession
into the sponsor group. Sponsors
presently consist of the AICPA, Finan
cial Executives Institute, National
Association of Accountants, Financial
Analysts Federation, Securities In

dustry Association, and the American
Accounting Association.
The Board of Directors of the AICPA
has since been replaced as the sole elec
tor of the Foundation trustees by an
electoral committee representing the en
tire spectrum of sponsors. To enhance
the reform to impartiality it is no longer
necessary that at least four of the seven
members of the Board be certified
public accountants principally
employed in public practice, and the
voting requirement for adoption of
pronouncements by the Board was
changed from five affirmative votes
among the seven Board members to a
simple majority.

Structural and voting changes are im
portant but cannot entirely nullify the
influence of sponsoring funds. Money
talks, within the Foundation and the
Standards Board as elsewhere. The
FASB is supported by various business
interests but it was the weight of Big-8
funding that the Metcalf Committee
had in mind with the criticism that the
large public accounting firms had been
overly influential in setting accounting
standards.
On March 15, 1977, the Foundation
Trustees agreed that effective in 1978 no
one person, organization, or firm would
contribute more than $50,000, or more
than one percent of the Board’s total an
nual expenditures. It was a “significant
first step,” the Structure Committee
agreed. It was also a constraint on fun
ding, and presents a new problem to find
financial backing for continued and ex
panding activities.
The Trustees are well aware of their
responsibility to replace the income that
will be lost in the new funding restric
tions and have worked hard during the
year and a quarter since the change.
There have been successes. Industry has
recognized the implications of govern
ment interference in the standard setting
process and industry money has added
to the financial base for the FASB. In
1977 the number of firms supporting the
FASB, including industry newcomers,
increased twenty percent and the
number of industry dollars increased
thirteen percent.
Flow of thought proceeds on a twoway street even under Congressional
criticism. By November, 1977, the
Senate Subcommittee on Reports,
Accounting and Management had
softened its invective. Small wonder
that the President of Trustees, speaking
in the 1977 annual report of the Founda
tion, was delighted to quote from the

David Mosso

John W. March

Robert A. Morgan

July, 1978/25

Marshall S. Armstrong

Chairman Emeritus
Financial Accounting Standards Board
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Subcommittee report: “The Financial
Arthur L. Litke and Robert E. Mays
Accounting Foundation....has had announced their intention to leave
demonstrated a willingn
ess to respond to the Board at the end of 1977 and that,
criticism with constructive changes in along with the resignation of Marshall
tended to correct deficiencies in the S. Armstrong, created three vacancies
standard-setting process.”
on the seven-member Board.
New Faces
David Mosso, formerly Fiscal Assis
When the Structure Committee was tant Secretary of the Department of the
charged by the Trustees of the Founda Treasury, was appointed to the Stan
tion to make a comprehensive analysis dards Board effective January 1, 1978.
of strengths and weaknesses of the Stan Mr. Mosso had been with the Treasury
dards Board to date, the timing Department since 1955 when he entered
couldn’t have been better in view of the as a staff assistant in the Bureau of Ac
encroaching governmental actions. counts. He has had responsibility for
However, it should be remembered that accounting for overall federal financial
the work of the Structure Committee operations and preparing financial
served a very basic purpose as a sum reports for the President, the Congress,
mary overview for new FAF Trustees, and the public. Before his Treasury
for the new Chairman of the FASB and Department career he was an instructor
as an orientation course for three in accounting and economics at
replacement members who started work Washburn University. His bachelor’s
degree in business administration is
with the Board in 1978.
Marshall S. Armstrong, Chairman from Washburn University and he holds
Emeritus, was the Board’s first chair a Master’s degree in economics from the
man and, in fact, its first member to be University of Minnesota. He holds
appointed. As official business began on awards for merit and outstanding serv
January 2, 1973 and even in the nascent ice from accounting organizations and
period that preceded, Mr. Armstrong has received the Treasury Department’s
made invaluable contribution of in highest honor, the Alexander Hamilton
sights gained from years in public prac Award.
tice and from his chairmanship of the
On January 10, 1978, John W.
AICPA. He planned staffing re March, previously a senior partner of
quirements, recruited personnel, and Arthur Andersen & Co., was appointed
developed internal structure. It was all to the Board. His early experience with
pioneer work. Later he led and guided Arthur Andersen & Co. was as manag
the interacting parts of the whole FASB ing partner of the firm’s Boston office;
organization and today, although he has from 1965 until 1975 he was managing
relinquished official chairmanship, he is partner and vice chairman-accounting
still a productive member of the Board and auditing practice (worldwide).
in his capacity as consultant and Since then, and until his appointment to
spokesman.
the FASB, he has been a senior partner
Last September the Financial and member of the firm’s executive
Accounting Foundation announced the committee on accounting and auditing
appointment of Donald J. Kirk to standards. As with all full-time
succeed Marshall S. Armstrong as members of the Board, Mr. March was
Chairman of the FASB effective required to sever all financial ties with,
January 1, 1978. Mr. Kirk was one of or obligations to, firms served prior to
the original members of the Board and joining the Board, and to restrict those
was reappointed for a full five-year term personal investments that might imply
effective January 1, 1977. Before his af or create any appearance of lack of ob
filiation with the FASB he was a partner jectivity in deliberations.
in the public accounting firm of Price
Robert A. Morgan came to the FASB
Waterhouse & Co., having served with on February 1, 1978, from his position
that firm since his graduation from Yale as Controller of the Caterpillar Tractor
University. He also holds the M.B.A. Co. After receiving his B.S. degree in
degree from New York University.
accounting from the University of Il
Mr. Kirk has served on the Com linois he became a field auditor for the
mittee on Accounting in the Entertain U.S. War Department, and subsequent
ment Industries of the AICPA, and as a ly joined the Caterpillar Military Engine
member of the Auditing Standards and Co. as assistant auditor. He transferred
Procedures Committee of the New York to the Caterpillar Tractor Co. in Peoria
State Society of Certified Public as an internal auditor and progressed
Accountants.
through accounting positions in Peoria

and Joliet until his appointment as
Controller in 1956.
Mr. Morgan was a member of the
Financial Accounting Standards Ad
visory Council from its 1973 inception,
until 1976. He has served in offices of the
National Association of Accountants
and the Financial Executives Institute,
and as a member of the Governor’s
Special Task Force on Budgeting for the
State of Illinois. He has been a member
of the Professional Advisory Board for
the Department of Accountancy at the
University of Illinois.
The three new members represent
government, transnational public
accounting, and industry. During the
days of the Accounting Principles
Board it was a popular professional
pastime to criticize the board members
as being too academic and not suf
ficiently pragmatic to answer the needs
of the business world. Backgrounds of
the three newest members of the FASB
illustrate the effort to bring practicality
as well as seasoned judgment into Board
deliberations.
Continuing Members
Capsule backgrounds of the three
remaining members follow to complete
the profile of the Board.
Robert T. Sprouse, whose term ex
pires in 1980, is Vice-Chairman of the
Board. He has had an illustrious career
as an academician and is well known for
his publication, with Maurice Moonitz,
of the seminal Accounting Research
Study No. 3, “A Tentative Set of Broad
Accounting Principles of Business
Enterprises,” under the aegis of AICPA.
Oscar S. Gellein (1980) started his
career as a teacher but has spent the ma
jor part of his professional life with
Haskins & Sells, most recently as a
partner. He was a member of the
Accounting Objectives Study Group.
Ralph E. Walters (1978) effected an
early retirement from Touche Ross &
Co. after serving as director of audit
operations for the San Francisco and
Honolulu offices and as director of
professional standards for Touche Ross
International. Mr. Walters is serving the
unexpired term of Walter Schuetze and
will be eligible for appointment to a full
five-year term beginning October 1.

A Look To The Future
Seven Board members with roots in
public accounting, government, in
dustry and the academy must arbitrate
all the disparate views brought to them
by the Trustees, the Staff, the Council,
and the entire constituency of users. If

only accounting standards could
manifest themselves with the ineluctable
force of scientific facts, to be
demonstrated as easily as a falling apple
proves the law of gravity!
The Board is keenly aware that a
successful standard, to quote from Fin
ding 2 of the Structure Committee
review “cannot be imposed by the stan
dard setter; it must be assimilated by the
constituency.”
And it is the constituency that the
Standards Board has set itself to woo
and win by meeting in the sunshine of
public view, by considering the wide
variety of opinions emanating from its
Advisory Council, by charging the task
force for each statement-in-progress to
act as its ambassador, and by expanding
the Research and Technical Activities
Division to carefully explore areas of
potential sensitivity and complication.
Summer 1978 has brought initiation of
a review process after standards have
been in practice a reasonable length of
time or when new information impinges
on the original effect of the statement.
Presumably any review process, like the
changes already in effect, would res
pond to the level of concern expressed
by the constituency.
In all, the Standards Board is trying
to outgrow rather than stolidly endure
the controversy that attended its con
ception, and remained through its first
five years. If growth is truly successful
then it could emerge from its current
equivocal position as a buffer between
the accounting profession and the
public sector that has the express power
to regulate if Congress should so direct.
The FASB could outlast the controver
sies, and mature as a valid standard
setting body. ■

Donald J. Kirk

Chairman
Financial Accounting Standards Board

1Alva O. Way, President, for the Trustees of the
Financial Accounting Foundation, Annual
Report (Stamford, Conn.: Financial Accounting
Foundation; Financial Accounting Standards
Board, 1977) p. 2
2Report of the Structure Committee, The
Financial Accounting Foundation the Structure
of Establishing Financial Accounting Standards
(Stamford, Conn.: Financial Accounting Founda
tion, April, 1977) Finding 5, p. 24

Effective January 1, 1978, Mary A. Finan,
CPA, a member of both of sponsoring societies of
The Woman CPA, was appointed to a one-year
term on the Financial Accounting Standards Ad
visory Council. Ms. Finan is a partner of Arthur
Young & Company.
4Charles T. Horngren, “Will the FASB be here
in the 1980s?”, Journal of Accountancy,
November, 1976, pp. 92-93
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